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Mav 31,1996
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3 0%

SMG June 47

H EUGENE LOCKHART

COMFILENTIAL

MasterCard

internacionedd

S

In advance of our further discussions oan AMEX, [ felt it would be userul to provide vou with:

I Competitive background Summary

A

S

[N

Global distribution of competing card lines
Nilson Ferecast of Compet:tor Market Shares
Discussion pownts on competiiive 1ssues
Members that issue compeuter cards

[will present recommended rules and standards at the meeting. The detailed financial analvsis,
being underiaken by Global Research and Analysis, will not be completed unnf shortly before the

June 297 Board Meenng
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Privileged and Confidential

BACKGROUND

e |0 1991 the US Visa Bourd voted tor a bylaw stating that any member shall be awmtomancally terminated " s
parent, subsidiary, or altihate, dircetly or indirectly, issaes Discover Cards or Amencan Express cands, or any
other card deemed to be competiive by the board of dircetors ™ )

s InJanuary 1996, Visa CEMEA announces manduate disallowimg a sceond logo 1o co-inliubit 4 Visa/Plus o
Interhink card. It also discusses implementing a bylaw similar 1o the US bylaw

* I January 1996, rumors that the Visa European Unton Board might do the sume led AMEX 1) petition
European Commisston to rule that a bylaw prohibiting member banks from Issuing AMEX cards would be
tHegal and anti-competitive

L ]

In February, Discover protests proposed European bylaw

s
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Privileged and Confidential

BACKGROUND, (continued)

May 2, Harvey Golub, CEOQ AMEX openly asked issuing banks 10 consider the American Express Card and 1o
voice thair disapproval of Visa®s LS. bylaw and Visa lnternational’s proposed by-law prohibiting Vis
members from dealing with AMEX and Discover. This is the culminatton of at least a year s contudentil

overtures 1o bankcard 1ssuing banks.

*  May 28, Dincrs Club protests proposed Luropean bylaw
The Buropean

s Muay 30, Luropean Commission has ruled the proposcd Visa by-law to be unaceeptable.
neening.

Competition Commissioner timed the announcement 3 days betore Visa’s annual board

*  MusterCard’s position has been (o not probibit its issuing banks from Issuing AMEX or any other colnpeting
acceptance brand. About 31 MCI members|currently issue competing brands other than Visy, Faght of then
currently have country exclusive AMEX franchises (see bunks with asterisks on following chart)

¢  AMEX's “throwing down the gauntlet” suggests that their competition for a share of the bankcard distribution

network 1s a major initiatve, behind which they will throw MAJOT FeSources.

v
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1. 1995 COMPETITIVE OVERVIEW

GLOBAL DISTRIBUTION BY CARD BY REGION

GROSS DOLLAR VOLUME ($ BILLIONS)

ASIA LATIN MIDDLE
WORLDWIDE U.S. EUROPE PACIFIC | AMERICA | CANADA | EAST AS1A
visA 1 ¥7783| 837201 = §2457| " §965| 223|370 55 6
MASTERCARD | 4676 = 2028 1129 1144 18.2 137 a5
AMERICANEXPRESS | 1616 1218 w70 — “71rol o 50 10
DISCOVER | 480  480| = 00|  —oo0|  oo| 00 00
Jcs 381 | N/A NAL 360  NA| N/A N/ A
DINERSCLUB | 254| 90| 7ol B0l 30 10 04
TOTAL $1520.00 $753.50 $382.6 $262 9 $495[  $569( $1230
PERCENT GLOBAL DISTRIBUTION BY CARD BY REGION
WORLDWIDE ASIA LATIN MIDDLE
u.s. EUROPE PACIFIC | AMERICA | CANADA | EAST ASIA
VISA 100% 48% 32% 2% | 3% 5% 1w
MASTERCARD 100% 3% | 24| 24% | % 3% 19,
AMERICAN EXPRESS | 100% 75% 1% 7% A% 3% o4
DISCOVER o 100% | 100% 0 . 0 0 o 0
cB B 100% N/A N/A 94% NAL O Na | CN/A
DINERS CLUB 100% 35% 28% 20% 12% 4%, 0o,
Souree Nilson Kepaon

IRl
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AST OF COMPETITOR MARKE T SHARFES

HL. NILSONFOREC:

GLOBAL MARKET SHARES PROJECTED

$4,000
Total Volurne (bl )
lasumi Toar i
Visa 1a41
Maste/ Cuntd o

$3000 | | N
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Uinais

i3

47

NN

lutal

$2,000

Billions

$1,000

American Express

2005

$0,000 f
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COMPETITIVE ISSUES

V.
 Competitive lssues _
1 AMEX has a strong brand one of the ten mos|
recognized brands in the worltd .
*
2 AMEX has 4mm merchant locations world-wide .
compared lo MCI's 13mm
* AMEX is increasing acceptance outlets. Card
member coverage ratio of 87% vs 74% in
-
1992
» Sl needs to micrease acceplance overseas.

Privileged and Confidential

- _Discussion Points

hough to stop 2.2mim carg holkders or 174, o

rom leaving 9/91 1o 9/94

Commodinzation gf Credil-card business works agamnst AME X,
Individuals, a1 $55 tor a green ar $300 for platinum doubt whelher
the ‘prestige’ is worih the Premum when MasterCard offcrs Sonne
funclionailly (& wider ranges ol rewards) for lower lCes

Although consumer psychology has turned
- B0's. itmay still play in some overseas s
Adding acceplance increases merchant locat sns - bul glsg Mednsg
AMEX 15 tnoving down market S0 as acceplance oullels such as
Shoprite and KMart increase and AME X nioves progressively 1o a
downscale markels, it oses s upscale image

Brand not slrony e
charge card base |

agamst snob appeal of
kels.

AMEX currently using the O
butitis slill an AMEX brand

LRI

ptima sub-brand 1o fargel miuss marker,
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» Controls quality (vs numerous banks and
processors for bankcard issuers )

Can develop superior personalized rewards
programs

4. AMEX has higher discount rates

(Novus has lower discount rates lo incemnt
merchant acceptance, but uniike AMEX can
augment profitability with credit card portfolio}.

. _Compelitivelssues _ .
3 AMEXhasa closed-loop network - handles every
slep of transaction

Privileged and Conhidential

- Discussion Points 7

* New partner banks often do billings, payment, accounung, customer
service and authorizations - 50 AMEX is losing coniral of quatity an

could thus imperil brand reputanion for quatity.

Personalized Rewards program expensive 1o administer - wifl remain
hmited to high end of market,

= Higher rates give issuers more profil
prime source of revenue (plus lees) overall profiability ot a pertohg
Is less than a porttolio which has credit. Transaciors increasingly

going to debit card which offers more convenience (although no
~foaty e

AMEX is still selling 1hrough their exisling proprietary disinbulion
network. Would they have to grant exclusives 1o banks around the
coun'ry? It AMEX's independent marketing etlortsg cease, can bank ‘
| distribulors make up the difference? B

+ Considered to be "me too” card products. Many ot ihe big co-

ME X will have 10 bid an price to gel

on lransactors. Bul as (e

6.

Product development - AMEX is issuing 1015
branaed naines are 1aken A
Quick produci deveiopment cycle

new consumer charge and credit cards a year and

has decreased product development cycle from
increases AMEX's odds o

18 months to 3 months e

programs up lor renewal.

ful 1y

fawn.
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T Competitive Issgsg_"r__i_
7. Will members risk exisling relationships to see if
AMEX products have lower acquisition costs angd
higher prohtabilily?

8. AMEX is stron gin Corporate Card and Premium
Card.

9. Discover Card - increased share of US markel
from 0 tc 11% in last ten years - couid be
lepeated in selected toreign markets Discover
successiul by olfering diflerentiated product in
1986 - no tee card with 1% cash back bonus and
tow merchant discount rate (about 1 5%).

'10.Compelitve risk goos beyond compeling credit

and T&E cards

- members issue AMEX travelers checks
- members have agreed 10 put Cirrus logos
onto JCB cards, which elfectively globalizes

—_mid-size banks with turnkey products

Privileged and Contidentia

- Discussion Points
——__ Discussion Points

* Inthe US. no members have taken AMEX up on their ofter despite

their overlures.

+ Overseas, AMEX has given exclusive nghts 10 issue AMEX 16 one

- bankn each of eight countries.

* Slill tace the issue of whether lo_cioab'el_é or offer exclusives. They
have 70% share of Fortune 500's 1n corporate card and 30% of
Fortune 100 in purchasing card, so would probably have 10 larget

* Policies that impact on AMEX should apply to Discover, JCB and
Diners. Diners and JCB less aggressive than Discover and Ny, not
have the patience Discover exercised in wailing for a new Progreun to
lurn @ profit. Compelitors have been able 1o ride on the back ol
MCi/Visa faciitation of electronic on-line delivery. This will contine

ki”_Q%EE!S_méfk_e'S — -

¢ Policies that Impact on the card product lines should apply 1o other
compeling produclt lines.

regional acceplance marks.

LRI
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Privileged and Confidential

V. MasterCard Association Members That Also Issue AMEX, Diners or JCB Cards

‘Banco Coimercial Portugues, Ponug_l
Banco Consolidado, Venezuela®
Banco Del Progresso, Dom. Republic” o
B_a_rlgo Popular, Dominican Republnc"” N

‘Banco Santander, Spain**

Bank Hapoalim, Israel*

_Sumnomo Bank, Japan _

Banco Mercantil, Venezuela 77 o
Banco Del Progresso, Dom. Republic

Citicorp: Argemnna Beneluz, Brazil, Canada, France, Germany, Greece, Hong Kong
e o India, Mexico, Taiwan, UK, U S, Venezuela, and other countries
Commerdial Bank, Qatar T
Countrywide Bank, New Zealand ] ]
Credil Anstall, Ausiria o
| Emirates Bank, United Arab Emirales
_Fuji Bank, Japan e
SE Banken, Five Nordic Countries
Standard Bank, South Africa

* Exclusive Frinchises,
" Markeung Alliances.,

w Largestmember of the Visa Japan association and an Aniex jornd-venare partie
LETLIIT]

- AmericanExpress -
Alpha Credil Bank Greeces - - _—
Akbank, Turkey i _

‘Nedcor Bank, South Africa® : o - o T

Has activiny i database

_._Issuing Acquirning
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ey L : : JCB 7.

BC Card, Korea"™ e

Chiba Bank (Diamond Credit), Japan o

Daiwa Bank (Union Credut), Japan™ 7

Hong Keng & Shanghai, al, Hong Kong 7 o
Household Bank, U.S -

I Credil Card ¢ (4)

National Credil Card Ctr_, Taiwan
2 2 EEL LAIC LU, awan

Nippon Sh|r19an Co., Japan'' _' ) )
Siam Commercial, Thanland o S

United Overseas, Smgapore 7 B

Y Mujor sharcholders m )OI Card
™ Members - 12 banks including Bank ol Scoul, Hanl Bank, and Conunercial Bank

S Membionrs - Asta Trust, Chisatrust Commercaal, Flson Chua Bank
Itrnil gy

Asahl Bank (Union Credit), Japan®™ -

Privileged and Confidential

Issuing | Acquirning
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